Investment decisions and the puzzle of share price movements in capital markets: a case study by Putrasemadhi, Ngurah Arya
University of Wollongong 
Research Online 
University of Wollongong Thesis Collection 
1954-2016 University of Wollongong Thesis Collections 
1997 
Investment decisions and the puzzle of share price movements in capital 
markets: a case study 
Ngurah Arya Putrasemadhi 
University of Wollongong 
Follow this and additional works at: https://ro.uow.edu.au/theses 
University of Wollongong 
Copyright Warning 
You may print or download ONE copy of this document for the purpose of your own research or study. The University 
does not authorise you to copy, communicate or otherwise make available electronically to any other person any 
copyright material contained on this site. 
You are reminded of the following: This work is copyright. Apart from any use permitted under the Copyright Act 
1968, no part of this work may be reproduced by any process, nor may any other exclusive right be exercised, 
without the permission of the author. Copyright owners are entitled to take legal action against persons who infringe 
their copyright. A reproduction of material that is protected by copyright may be a copyright infringement. A court 
may impose penalties and award damages in relation to offences and infringements relating to copyright material. 
Higher penalties may apply, and higher damages may be awarded, for offences and infringements involving the 
conversion of material into digital or electronic form. 
Unless otherwise indicated, the views expressed in this thesis are those of the author and do not necessarily 
represent the views of the University of Wollongong. 
Recommended Citation 
Putrasemadhi, Ngurah Arya, Investment decisions and the puzzle of share price movements in capital 
markets: a case study, Doctor of Philosophy thesis, Department of Accounting and Finance, University of 
Wollongong, 1997. https://ro.uow.edu.au/theses/1020 
Research Online is the open access institutional repository for the University of Wollongong. For further information 
contact the UOW Library: research-pubs@uow.edu.au 
University of Wollongong Thesis Collections
University of Wollongong Thesis Collection
University of Wollongong Year 
Investment decisions and the puzzle of
share price movements in capital
markets: a case study
Ngurah Arya Putrasemadhi
University of Wollongong
Putrasemadhi, Ngurah Arya, Investment decisions and the puzzle of share price move-
ments in capital markets: a case study, Doctor of Philosophy thesis, Department of
Accounting and Finance, University of Wollongong, 1997. http://ro.uow.edu.au/theses/1020
This paper is posted at Research Online.
University of Wollongong Thesis Collections
University of Wollongong Thesis Collection
University of Wollongong Year 
Investment decisions and the puzzle of
share price movements in capital
markets: a case study
Ngurah Arya Putrasemadhi
University of Wollongong
Putrasemadhi, Ngurah Arya, Investment decisions and the puzzle of share price move-
ments in capital markets: a case study, Doctor of Philosophy thesis, Department of
Accounting and Finance, University of Wollongong, 1997. http://ro.uow.edu.au/theses/1020
This paper is posted at Research Online.

INVESTMENT DECISIONS AND THE PUZZLE OF SHARE PRICE MOVEMENTS 
IN CAPITAL MARKETS : A CASE STUDY 
Athesís submitted in fulfilment of the requirements forthe award of the degree 
Doctor of Philosophy 
from 
UNIVERSITY OF WOLLONGONG 
BY 
Ngurah Arya Putrasemadhi 
Drs (Gajah Mada, Indonesia) in Accy, MCom (Hons) in Accy (Wollongong, Australia) 
The Department of Accounting and Finance 
April 1997 
Declaration 
I hereby declare that this thesis has never previously been submitted for any degree and is the result 
of my own independent research. 
Ngurah Arya Putrasemadhi 
Investment Decisions and the Puzzle ofShare Price Movenients 
TABLE OF CONTENTS 
Page 
TABLE OF CONTENTS 
ACKNOWLEDGEMENTS 
ABSTRACT 
VIII 
IX 
PART1. THE RESEARCH IN PERSPECTIVE 
Chapter One: Introduction 
1.1. The Area of Interest 
1.2. The Purpose of the Study 
1.3. The Relevance of the Study 
1.4. The Limitation of the Study 
1.5. The Structure of the Study 
1 
4 
4 
5 
6 
Chapter Two: General Overview of the Literature and the Development of 
Research Themes 
2.1. The Development of Research Theme 
2.2. The Research Framework 
2.3. Summary 
8 
23 
33 
Chapter Three: The Research Methodology 
3.1. The Approach of the Study 
3.2. The Sample 
35 
36 
Investment Decisions and the Puzzle ofShare Price Movements 
3.3. The Research Procedure 38 
3.4. The Limitations of the Study 39 
PART 2. AN OVERVIEW OF THE ROLE OF INFORMATION, INVESTORS 
AND THE CAPITAL MARKET. 
Chapter Four: The Role of Information 
4.1. The Demand for Information 42 
4.2. The Supply of Information 51 
4.3 The Market Equilibrium of Information 58 
4.4. Summary 62 
Chapter Five: The Role of Investors in Capital Markets 
5.1. The Investment Style 64 
5.2. The Abnormal Return Issue 67 
5.3. The Risk Averse Issue 69 
5.4. The Political Issue 70 
5.5. Summary 71 
Chapter Six: The Role of the Capital Market 
6.1. Capital Market Efficiency 72 
6.2. The Mechanism by which Efficiency is Attained 74 
6.3. Capital Market Inefficiency 76 
6.4. Summary -jj 
Investment Decisions and the Puzzle ofShare Price Movemenis 
PART 3. THE SITUATIONAL CONTEXT OF THIS STUDY 
Chapter Seven: The Nature of Political-Economic Situation in Indonesia 
7.1. The Role of Government Policies in Economic Development 79 
7.2. An Overview of Political Economic Poiicies in Indonesia 82 
7.3. The Development of Investment Policies in Indonesia 90 
7.4. The Development of Fiscal Policies 99 
7.5. The Development of Monetary Policies 102 
7.6. Summary 109 
Chapter Eight: The Nature of Socio-Economic Policies in Indonesia 
8.1. The Population and the Family Planning Programs 111 
8.2, The Labour Force, Employment and the Policies 119 
8.3, The Education, Literacy and the Policies 129 
8.4. Summary 132 
PART 4. THE HISTORICAL DEVELOPMENT OF INFORMATION AND 
THE CORPORATE REPORTING PRACTICES 
Chapter Nine: The Historical Development of Capítal Market ín Indonesia 
9.1. The Emergence of the Capital Market in Indonesia 135 
9.2. The Guardian of Small Investors 136 
9.3. Tax Incentives for the Capital Market Activities 139 
iii 
Investment Decisions and the Puzzle ofShare Price Movements 
9.4. The Beginning of Liberalization in the Capital Market 140 
9.5. Further Liberalization in the Capital Market 143 
9.6. Another Strategy Used to Develop the Capital Market 145 
9.7. Separation of the Dual Function of BAPEPAM 147 
9.8. The Continuing Enforcement Program 148 
9.9. Summary 149 
Chapter Ten: The Development of Accounting Information in Indonesia 
10.1. The Emergence of Accounting Practice in Indonesia 152 
10.2. The Developmentof Accounting Education 154 
10.3. The Emergence of an Accounting Association 155 
10.4. The Development of Generally Accepted Accounting Principles 157 
10.5. Summary 167 
Chapter Eleven:The Role of the Stock Exchange Commission (the BAPEPAM) 
and the Capital Market Agencies 
11.1, The Role of the Capital Market Supervisory Agency 
(The BAPEPAM) 169 
11.2, The Organizational Structure of the BAPEPAM 177 
11.3, The BAPEPAM and the role of Due Diligence 181 
11.4, The Role of Capital Market Supporting Agencies 182 
11.5, Summary 186 
IV 
Investment Decisions and ihe Puzzle oj Share Price Movements 
PART 5. AN ANALYTICAL PERSPECTIVE ON 
INVESTMENT DECISIONS 
Chapter Twelve:The Influence of Political and Socio-Economic Factors on 
Investment Decisions 
12,1 The Impact of Political-Economic Policies on Socio 
Economic Factors 189 
12.2, The Impact of Political-Economic Policies on Socio Political 
Factors 205 
12.3, The Impact of Political and Socio Economic Factors on 
Investment Decisions in the Capital Market 222 
12.4, The Impact of Investment Decision on Share Price Movements 235 
Chapter Thirteen: Summary, Conclusions, Implications and Recommendations 
13.1. Summary of the Principle Findings 245 
13.2. The Conclusion 249 
13.3. Implication of this Study 252 
13.4. Recommendations 252 
13.5. Finale 254 
Bibliography 255 
Investmenl Decisions and the Puzzle ofShare Price Movemcnts 
Appendices in Volume Two 
Appendix No.1: The Use of Case Study Research in Studying Investment Decisions 
And the Puzzle of Share Price Movements on the Capital Market 304 
Appendix No.2: The Development of Economic Policies in Indonesia and its Impact 
On Development of the Capital Market: A Case Study 313 
Appendix No.3: The Influence of Political Economic Policies on Listed Companies: 
A Case Study on PT Indocement 333 
Appendix No.4: The Influence of Political Economic Policies on Listed Companies: 
A Case Study on PT Bank Duta 341 
Appendix No.5: The Use of Fundamental Analysis on Investment Decisions: A Case 
Study on the Indonesian Capital Market 353 
Appendíx No.6: The Effect of Counterfeit Shares on Market Activities: A Case Study 
on the Indonesian Capital Market 361 
Appendix No.7: The Effect of Dividend Announcements on Share Price Movements: 
A Case Study on the Indonesian Capital Markets 365 
Appendix No.8: Company Listing and Initial Public Offering 1977-1993 375 
Appendix No.9: Market Capitalization and Trading Activities 1977-1993 378 
Appendix No.10: Trading Activities 1977-1993 379 
Appendix N 0 . I I : Company Listing, Initial Public Offering and Public Ownership Shares 380 
vi 
Investment Decisions and the Piizzle ofShare Price Movements 
Appendix No.12: Daily Composite Stock Price Index 1988-1993 384 
Appendix No.13: Market Capitalization, Share Listed and Foreign Ownership Share 
In YearEnd 1993 388 
Appendix No.14: Share Price Movements in August 1993 394 
Appendix No.15: Company Listing and Dividend Earnings 1985-1993 401 
Appendix No.16:Overseas Subsidiary Companies of Some Indonesian 
Group Companies 405 
VI I 
Investment Decisions and the Puzzle ofShare Price Movements 
ACKNOWLEDGMENTS 
While undertaking my first fesearch concerning the corporate reporting practices in a 
case study of the capital markets in Indonesia, I wondered whether 1 could fmish nny research 
with merlt. Although this research study has been analyzed and tested by using advanced 
statistical methods, I feel that there is something mistaken conceming the research approach I 
used. After being involved in the activities of capital markets for quite long periods, this feeling 
became real. In reality, investors did not use financial reports as a primary source for making 
their investment decisions in the capital market. 
Considering this condition, and with regard to the previous accounting researchers' 
studíes (especially by my supervisor, Prof MJR Gaffikin) that suggested the use of an 
alternative research approach for expanding our knowledge conceming the phenomena under 
study, a new model totally different from the first research study was developed. An interpretive 
approach is used to better understand the real situation of the behaviour of investors in the 
capital markets of Indonesia. 
Also I acknowledge that this dissertation would not exist without the generous help of 
many people. Firstly, I would like to recognize and express my sincere gratitude to those within 
the Department of Accounting and Finance University of Wollongong, NSW, Australia. Special 
thanks go to its Head of Department and my supervisor, Prof MJR Gaffikin who has 
encouraged me for more than five years. Secondly, l would like to express my special thanks 
also to Mr Marzuki Usman MA, Prof Sukanto and Mr Baceilus Ruru, Chairman of BAPEPAM, 
for their support while I was carrying out my research study in the capital markets of Indonesia. 
vui 
Investment Decisions and the Puzzle ofShare Price Movements 
ABSTRACT 
Information criteria is critical in the study of users' information needs. Most previous 
studies conceming the role of information examined the financial statement preparation 
process and measured the usefulness of information In terms of its adequacy and accuracy as 
disclosed in financial statements. In this study, the role of information is based on users' 
perceptions by analyzing public information along some sort of information criteria ie, political 
economic and soclo-economic, and examining them with regard to users' attitudes in the 
capital market. 
This study argues that in the area of a less mature capital market, most investors rely 
on political economy information forthe reliability of information in making economic decisions 
in the capital market, This study also supports previous research conceming the role of 
information. These study show that information disclosed in financial statements prepared in 
developing countries is relatively less reliable than information contained in financial 
statements prepared in economically developed countries. 
IX 
